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The f o l l o w i n g  analyses and at tached tab les  are i n  response t o  
the  L e g i s l a t i v e  Council request  f o r  p ro jec ted  est imates o f  revenue and 
t a x  burden e f f e c t s  of s i x  s p e c i f i c  proposals f o r  changing the  present  
Colorado s t a t e  t a x  s t ruc tu re .  The cos t  and d i s t r i b u t i o n a l  impact of a 
" c i r cu i t -b reaker "  p roper t y  t a x  re fund p r o v i s i o n  was presented i n  the 
Colorado P r e d i c t i v e  Income Tax Model Report and i s  n o t  inc luded below. 1/ 
A l l  o f  t he  analyses were based on rev i sed  t a x  i n fo rmat ion  provided by 
the  computerized CTPS data bank. The o v e r a l l  s t a t e  revenue e f f e c t s  o f  
these proposed mod i f i ca t i ons  were f i r s t  ca l cu la ted  f o r  f i s c a l  year 1972 
and then updated t o  f i s c a l  years 1974 and 1975. The l a t t e r  est imates 
were developed p r i m a r i  l y  f rom income and popu la t ion  growth informat ion 
obtained from secondary sources. The d i s t r i b u t i o n a l  e f f e c t s  o f  these 
tax  changes were developed by c l a s s i f y i n g  Colorado taxpayers on a merged 
household bas is  i n t o  the  same f i v e  major income categor ies  used i n  t h e  
o r i g i n a l  Colorado Tax P r o f i l e  Study. A1 though the  t a x  burden ana lys i s  
was based on f i s c a l  year  1972 data i t  i s  be1 ieved t h a t  t he  d i s t r i b u t i o n a l  
p a t t e r n  w i l l  n o t  be m a t e r i a l l y  d i f f e r e n t  f o r  f i s c a l  years 1974 and 1975. 
u ~ e eColorado P r e d i c t i v e  Income Tax Model, Phase IReport, 
Colorado L e g i s l a t i v e  Council, Research P u b l i c a t i o n  No. 204, (Denver, 
Colorado), March 1974, pp. 22-27. 
1. SALES TAX FOOD CREDITS VERSUS FOOD EXEMPTION 
It i s  general l y  recognized t h a t  p r o v i d i n g  food sales t a x  refunds 
o r  exempting food from the sales t a x  base w i l l  reduce the  r e g r e s s i v i t y  o f  
the tax.  However, a f i xed  food t a x  c r e d i t  program w i l l  r e s u l t  i n  a r e l a -  
t i v e l y  l a r g e r  t a x  reduct ion  f o r  low income households than the  food exemp- 
t i o n  proposal.  O f  course, t h e  t o t a l  s t a t e  revenue l o s s  associated w i t h  a 
refund program depends upon the  d o l l a r  s i z e  o f  the  c r e d i t .  
a) Revenue E f f e c t s  -- It i s  est imated t h a t  r a i s i n g  the  food t a x  
c r e d i t  f rom $7 t o  $14 pe r  normal exemption would r e s u l t  i n  a revenue l o s s  
o f  $15.5 m i l l i o n  f o r  f i s c a l  year  1974, and r a i s i n g  the  c r e d i t  t o  $21 w i l l  
reduce taxes by $31.0 m i l l  i o n  f o r  the  same year. On the  o t h e r  hand, i t  i s  
est imated t h a t  i f  the  $7 t a x  c r e d i t  had been replaced by a p r o v i s i o n  ex- 
empting a l l  food consumed o f f  premises, the  n e t  t a x  reduct ion  would have 
been o n l y  $26.6 m i l l i o n  o r  about 14 percent  l e s s  than the est imated c o s t  
o f  t h e  $21 food t a x  c r e d i t .  
The above cos t  f i g u r e s  are considered t o  be reasonable est imates 
of t he  o v e r a l l  revenue losses. For example, t he  Colorado est imate o f  food 
purchased f o r  home consumption was checked aga ins t  t he  na t iona l  r a t i o s  o f  
repor ted  food expenditures t o  income. According t o  the Revenue Department's 
Annual Report, n e t  sales t a x  c o l l e c t i o n s  from r e t a i l  food s tores  f o r  f i s c a l  
year  1972 amounted t o  o n l y  $27.5 m i l  1 ion .  But t h e  Revenue Department f i g u r e  
i s  based on sales tax  c o l l e c t i o n s  c l a s s i f i e d  by type o f  business f i r m  and 
does n o t  represent  ac tua l  food expendi tures o f  Colorado households. I n  
contrast ,  based on t h e  consumer expendi ture ana lys i s  developed f o r  the 
o r i g i n a l  Colorado Tax P r o f i l e  Study, a 3 percent  sales t a x  on food consumed 
I 
a t  home by Colorado r e s i d e n t s  f o r  t h e  same p e r i o d  amounted t o  $33.4 m i l -  
l i o n .  The l a t t e r  f i g u r e  i s  a  more accurate es t imate  s ince  i t  represents 
Colorado food purchases of $1,120 m i l l  ion ,  o r  15.1 percent  o f  the  r e v i s e d  
ad jus ted  gross income o f  $7,349 m i l  l i o n  fo r  t h a t  year.  Th is  Colorado ra-  
t i o  o f  food expend i tu res  t o  income i s  o n l y  s l i g h t l y  l e s s  than t h e  1971 
n a t i o n a l  r a t i o  o f  15.4 pe rcen t  de r i ved  from independent sources.21 Up-
da t i ng  the Colorado da ta  f o r  p r i c e  i n f l a t i o n  and popu la t i on  growth r a i s e s  
the d o l l a r  amount of t h e  es t imate  of t he  3  percent  Colorado sales tax  on 
food from $33.4 m i l  l i o n  f o r  f i s c a l  yea r  1972 t o  $42.1 m i l l i o n  f o r  f i s c a l  
yea r  1974. 
The n e t  t a x  reduc t ions  t h a t  would r e s u l t  from these a l t e r n a t i v e  
means o f  m o d i f y i n g  t h e  present  s t a t e  sa les  t a x  s t r u c t u r e  a re  sumnarized 
below: 
D o l l a r  Value Tax Reduction 
For F i s c a l  Year 1974 j i n  m i l l i o n s )  ( i n  m i l l i o n s )  
Food t a x  c r e d i t  o f  $7 $15.5 - - 
Food t a x  c r e d i t  of $14 31.0 $15.5 
Exempt food f rom t a x  base 42.1 26.6 
Food t a x  c r e d i t  of $21 46.5 31 . O  
b) Tax Burden E f f e c t s  -- The percentage d i s t r i b u t i o n s  o f  t h e  
s t a t e  sa les  tax  and t h e  a1 t e r n a t i v e  t a x  reduc t i on  p lans  among Colorado 
o  n  t h e  n a t i o n a l  l e v e l ,  food consumed off  premises i n  1971 
awounted t o  $103.5 b i l l i o n  (U.S. Department of  Commerce, Survey of Cur-
r e n t  Business, J u l y  1973) and ad jus ted  gross income repo r ted  on 1971 
fede ra l  t a x  r e t u r n s  was $673.6 b i  11 i o n  (U. S. I n t e r n a l  Revenue Service, 
S t a t i s t i c s  o f  Income, --- 1974)..-. 1971 I n d i v i d u a l  Tax Returns, 
r e s i d e n t  households, c l a s s i f i e d  by t h e  f i v e  major income categor ies  used 
i n  the  o r i g i n a l  CTPS study, a re  as fo l l ows :  




W i  t h o u t  Food 
Exemption o r  
Resul t i n g  from Food: 
Exemp- Tax 
Income Classes Income Tax Cred i t s  t i o n  Cred i t s  
Under $ 5,000 8.2% 15.5% 18.5% 23.7% 
$ 5,000 t o  $10,000 22.8 24.8 26.0 27.7 
$10,000 t o  $15,000 27.1 27.2 26.0 26.6 
$1 5,000 t o  $25,000 25.1 27.1 20.3 17.2 
$25,000 and over 16.9 10.8 9.2 4.8 
To ta l s  100.0% 100.0% 100.0% 100.0% 
The f i r s t  two columns revea l  t he  i nhe ren t  r e g r e s s i v i t y  of the sales 
t a x  when i t  inc ludes food i n  t h e  base w i t h o u t  any o f f s e t t i n g  food t a x  cre-
d i t s .  Under t h i s  s i t u a t i o n  taxpayers i n  t h e  lowest  income category w i t h  
o n l y  8 percent  of t h e  income would account f o r  about 16 percent  of t he  tax,  
whereas those i n  the  h ighest  s t ra tum w i t h  almost 17 percent  o f  t he  income 
would account f o r  o n l y  11 percent  o f  t h e  tax .  The l a t t e r  two columns com- 
pare the  d i s t r i b u t i o n s  o f  t h e  t a x  reduct ions  t h a t  would r e s u l t  from remov- 
i n g  food from the sales t a x  base w i t h  t h a t  obta ined by use o f  the  food tax  
c r e d i t .  It i s  s t r i k i n g l y  c l e a r  t h a t  the  poorest  households f a r e  best  under 
the  food t a x  c r e d i t  p lan.  Taxpayers w i t h  ad jus ted gross incomes o f  l e s s  
than $5,000 would rece ive  about 19 percent  o f  t he  t a x  b e n e f i t  r e s u l t i n g  
from the exemption o f  food, b u t  24 percent  o f  t he  t o t a l  refunds under the 
food tax  c r e d i t  plans. I n  cont ras t ,  taxpayers w i t h  adjusted gross incomes 
o f  $15,000 o r  more would rece ive  almost 30 percent  of t he  tax  reduct ion  
under the  food exemption p lan,  b u t  o n l y  22 percent  o f  the  food tax  refunds. 
The d e t a i l e d  d i s t r i b u t i o n a l  e f f e c t s  of these a l t e r n a t i v e  methods f o r  
reducing the r e g r e s s i v i t y  o f  the sales t a x  are presented i n  the  appended 
Tables 1 through 4. 
The f o l l o w i n g  t a b u l a t i o n  shows the  sales t a x  burdens expressed as 
percentages o f  adjusted broad income f o r  bo th  t h e  lowest  and h ighest  i n -  
come categor ies:  
R e l a t i v e  Tax Burden on 
Adjusted Broad Income f o r  CTPS 
Taxpayers w i t h  Income: 
Under $25.000 
Progress-
i v i t y  
Index 
No food t a x  c r e d i t  1.85 .92 
$ 7 food tax  c red i  t 1.47 .87 
A1 1 food exempt 





$21 food t a x  c r e d i t  .81 .77 
The sales tax  burden i s  minimized f o r  t h e  h ighes t  income f a m i l i e s  
when food i s  exempt from the sales t a x  base, and f o r  the  poorest  households 
under t h e  $21 t a x  c r e d i t  plan. Evan a $14 c r e d i t  would r e s u l t  i n  a smal ler  
burden t h a t  the  food exemption p l a n  f o r  taxpayers i n  the lowest  income 
stratum. I n  terms o f  t he  p r o g r e s s i v i t y  measure developed f o r  the CTPS 
study,- 3/ I .. e. , the r a t i o  o f  t he  sales t a x  burden o f  the lowest  income 
c lass t o  the h ighest ,  the  index on an ad jus ted broad income bas is  would 
drop from 1.69 f o r  the  $7 c r e d i t  t o  1.05 f o r  t h e  $21 c r e d i t ,  whereas i t  
would a c t u a l l y  increase t o  1.76 under the  food exemption p lan.  
I n  summary, the o v e r a l l  s t a t e  revenue loss  o f  r a i s i n g  the  food t a x  
c r e d i t  t o  $21 p e r  normal exemption i s  est imated t o  be $31 m i l l i o n  f o r  f i s c a l  
A'see Colorado Tax P r o f i l e  Study, Colorado L e g i s l a t i v e  Council , 
Research Pub1 ic a t i o n  No. 202, (Denver, Colorado), October 1973, p. 34. 
year  1974, o r  o n l y  about $4 m i l  1  i o n  more than the  c o s t  o f  removing a1 1  food 
f rom the  sa les  t a x  base. However, the  tax  burden e f f e c t s  o f  these two p lans  
are  s i g n i f i c a n t l y  d i f f e r e n t  -- exempting food i n  l i e u  o f  t he  $7 food t a x  
c r e d i t  ac tua l  l y  makes t h e  tax  more regress ive ,  whereas i nc reas ing  the  c r e d i t  
t o  $21 makes the  sa les  tax  about p r o p o r t i o n a l .  
2. RAISE THE VALUE OF PERSONAL EXEMPTIONS 
Despite the  f a c t  t h a t  t h e  Colorado income t a x  s t r u c t u r e  has remained 
unchanged f o r  more than a decade, Colorado taxpayers a c t u a l l y  have been sub- 
j e c t e d  t o  increased s t a t e  income t a x a t i o n  because o f  i n f l a t i o n  and the  growth 
o f  nominal income which has s h i f t e d  taxpayers i n t o  h ighe r  t a x  r a t e  brackets. 
The present  $750 personal exemption has been i n  e f f e c t  s ince  1957, b u t  dur-  
i n g  t h i s  p e r i o d  (1957-1973) the  consumer p r i c e  index  rose by 64 percent  and 
Colorado p e r  c a p i t a  personal income increased by 149 percent. /  It i s  e v i -  
dent  t h a t  t h e  bas ic  $750 exemption value does n o t  approximate t h e  cos t  o f  a 
minimum standard o f  l i v i n g  i n  Colorado today. Moreover, t he  Colorado t a x  
code does n o t  p rov ide  any p r e f e r e n t i a l  t reatment  f o r  taxpayers who q u a l i f y  
under t h e  fede ra l  code as "heads o f  households," i .e. ,  s i n g l e  persons w i t h  
one o r  more dependents. Th is  sec t i on  analyzes t h e  revenue and d i s t r i b u t i o n a l  
e f f e c t s  o f  r a i s i n g  t h e  present  $750 personal exemption t o  $1,000 and pro- 
v i d i n g  a $1,250 exemption t o  taxpayers who qua1 i f y  as heads o f  households. 
The d e t a i l e d  r e s u l t s  are presented i n  Tables 5 and 6. 
a )  Revenue E f f e c t s  -- I f  t h e  above descr ibed exemptions had been 
i n  ef fect  i n  f i s c a l  yea r  1972 t h e  normal income t a x  l i a b i l i t y  f o r  a1 1 Colo- 
rado taxpayers would have been $135 mi 1 l i o n  i ns tead  o f  $154 mi 11 ion.  These 
data p ro jec ted  t o  f i s c a l  yea r  1975 i n d i c a t e  t h a t  w i t h  the present  $750 ex- 
emption the  income t a x  l i a b i l i t y  w i l l  be about $265 m i l l i o n ,  whereas w i t h  
r a i s e d  exemptions i t  would be about $242 m i l l i o n  -- a reduc t  
m i l l i o n  o r  almost 9 percent.  
%'see Colorado Predi  c t i  ve Income Tax Model , Phase Re o r t ,  Colo-
rado L e g i s l a t i v e  Counci 1 , Research Pub1 i c a t i o n  No. 204, (Den &orado) , 
March 1974, p. 12 
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b )  Tax Burden Effects -- Rais ing  t h e  value o f  exemptions makes 
the  t a x  s t r u c t u r e  markedly more progress ive  s ince the  number o f  exemptions 
per  household does n o t  vary  d i r e c t l y  o r  p r o p o r t i o n a t e l y  w i t h  income. I n  
o t h e r  words, t he  d o l l a r  value o f  a f a m i l y ' s  exemptions expressed as a r a t i o  
of i t s  income i s  h ighest  f o r  taxpayers w i t h  the  lowest  incomes, and con- 
ve rse ly  sma l les t  f o r  those w i t h  the h ighest  incomes. 
Based on the  rev i sed  income t a x  l i a b i l i t y  f o r  f i s c a l  year  1972 
the  f o l l o w i n g  t a b u l a t i o n  shows the  average t a x  before and a f t e r  r a i s i n g  
exemption values f o r  each o f  the  f i v e  major  income categor ies:  
Average Normal Tax With Averaae Reduction 
Adjusted Gross Present Raised i n  io rmal  Tax 
Income Classes Exemption Exemption Amount Percent 
Under $ 5,000 $ 18 $ 14 $ 4  22% 
$ 5,000 t o  $10,000 107 86 21 20 
$10,000 t o  $15,000 222 184 38 17 
$15,000 t o  $25,000 449 396 5 3 12 
$25,000 and over  1,502 1,447 -5 5 -4 
Tota ls  $ 186 $ 163 $23 12% 
This r e v i s i o n  would reduce the  average t a x  by 22 percent  f o r  
taxpayers w i t h  adjusted gross incomes of l e s s  than $5,000, contrasted 
w i t h  a 4 percent  reduc t ion  f o r  those i n  the  h ighest  income stratum. 
Moreover, taxpayers i n  the  l a t t e r  group, accounting f o r  28 percent  o f  
t he  t o t a l  t a x  would rece ive  o n l y  8 percent  o f  the d o l l a r  value o f  the  t a x  
reduct ion; whereas those w i t h  incomes o f  l e s s  than $10,000, accounting 
f o r  l e s s  than 20 percent  o f  the t a x  would rece ive  more than 30 percent  o f  
t he  reduct ion.  
S i m i l a r l y ,  the  d i s t r i b u t i o n a l  e f f e c t s  o f  a change i n  exemptions 
i s  revealed when the  t a x  1 i a b i l  ity i s  expressed as a percentage o f  e i t h e r  
adjusted gross o r  broad income. The fo l lowing tabu la t ion  compares the 
r e l a t i v e  income tax  burdens o f  households i n  the lowest and highest income 
classes under these a l t e rna t i ve  exemption provis ions:  
Income Tax Burden on CTPS 
Households w i t h  Income Progress-
Under $25,000 i v i t y  
Adj. Gross Income Basis $5.000 o r  More Index 
Present Exemption .81 
Raised Exemptions .63 
Adj. Broad Income Basis 
Present Exemption .49 
Raised Exemptions .38 
Although r a i s i n g  the value o f  the exemptions reduces the tax  
burdens f o r  a l l  income groups, i t s  progress i v e  nature i s  c lea r  l y  ind icated 
by the change i n  the CTPS progress iv i  t y  index based on e i t h e r  adjusted 
gross o r  broad income. Measured i n  terms o f  adjusted gross income, t h i s  
rev is ion  o f  the s ta te  income tax would reduce the tax  burden r a t i o  o f  the 
lowest t o  the highest  income class from .23 t o  .19 ( i .e.,  the r e l a t i v e  i n -  
come tax burden o f  the r i c h  would become approximately f i v e  times instead 
o f  four  times as heavy as t h a t  on the poor). Also, i t  i s  important t o  
note t ha t  the p rogress iv i t y  index f o r  the s ta te  income tax would be about 
I 
I 	 the same as t h a t  f o r  the federa l  income tax on Colorado res ident  taxpayers. 
I n  other words, r a i s i n g  the value o f  the regu la r  exemptions by $250 and 
the head o f  household exemptions by $500 would make the Colorado s ta te  
income tax r e l a t i v e l y  as progressive as the federal income tax. 
3.  	 COLORADO INCOME TAX COMPUTED AS A FIXED PERCENTAGE 
OF THE FEDERAL INCOME TAX 
It has o f t e n  been suggested t h a t  one o f  t he  most e f f e c t i v e  means 
f o r  simp1 if y i n g  t a x  r e p o r t i n g  and improving taxpayer compliance on the  
s t a t e  l e v e l  would be t o  compute t h e  s t a t e  income t a x  as some f i x e d  per- 
centage o f  t h e  taxpayer 's fede ra l  income tax.  I n  order  t o  r a i s e  the came 
amount o f  revenue as t h a t  provided by the  present  t a x  would r e q u i r e  a u n i -  
form r a t e  of s l  i g h t l y  more than 16 percent  o f  each Colorado taxpayer 's  
federal t a x  l i a b i l i t y . y  A un i fo rm t a x  r a t e  i n i t i a l l y  could be e r tab -  
1 ished which would n o t  have any e f f e c t  on the  l e v e l  o f  t o t a l  revenues. 
However, i f  such a r a t e  remained unchanged over a p e r i o d  o f  years du r ing  
which income was s t e a d i l y  r i s i n g ,  t h e  increases i n  revenues would be 
g rea te r  under the  rev i sed  t a x  p l a n  than under t h e  present  s t a t e  t aq  be-
cause o f  d i f f e rences  i n  p r o g r e s s i v i t y .  I n  o t h e r  words, t he  income e las-  
t i c i t y  o f  t he  federa l  t a x  i s  g rea te r  than t h a t  o f  t he  s t a t e  tax, and 
there fore  any increase i n  before t a x  income w i l l  g i v e  r i s e  t o  h igher  
revenue y i e l d s  under the  proposed r e v i s i o n  than the  amount t h a t  would be 
generated under t h e  present  t a x  s t ruc ture .  
More impor tant ly ,  even i f  t h e  t o t a l  t a x  revenues were approxi-  
mately the  same under both  methods, "piggy-backing" t h e  s t a t e  t a x  on the 
federa l  t a x  w i l l  r e s u l t  i n  a s i g n i f i c a n t  change i n  t h e  d i s t r i b u t i o n  o f  the 
s t a t e  t a x  burden among income categor ies  s ince the  rev i sed  s t a t e  t a x  would 
simply p a r a l l e l  t he  federa l  t a x  pat te rn .  The f o l l o w i n g  t a b u l a t i o n  based 
on data f o r  f i s c a l  year  1972 compares present  average s t a t e  i n c m  taxes 
y ~ a s e don rev i sed  income t a u  data f o r  f i s c a l  year 1972, the  @ l o *  
rado s t a t e  income t a x  amounted t o  $154.1 m i l l i o n  o r  16.24 percent  of t h e  
$948.6 m i l l i o n  o f  f ede ra l  income t a x  taken as deduct ions on s t a t e  returns,  
for each of the five major income categories with those derived as a fixed 
percentage of the taxpayer's federal t a x .  
CTPS Revised State Tax Change in State Tax 
Present Present @ 16.24% As % of 
Adjusted Gross Federal State of Federal Dollar Present 
Income C1 asses Tax Tax Tax Amount Tax 
$25,000 and over 10,302.02 1,501.60 1,673.05 171.45 -11.4 
Total $1,142.91 $ 185.62 $ 185.62 -- --
Because the federal t a x  i s  more progressive t h a n  the present 
state t a x  this revision would result in an average t a x  increase of about 
11 percent for taxpayers in the highest income category compared with a 
reduction of almost 7 percent for those in the lowest stratum. B u t  i t  i s  
important to note t h a t  because the federal tax has a split-income provi- 
sion which primarily benefits married taxpayers in the upper-middle income 
category ($15,000 to $25,000), the average s ta te  t ax  for these households 
would actually be reduced on net balance by almost 10 pe rcen t . l  The de- 
tailed analysis of the distributional effects of setting the Colorado 
state income tax as a fixed percentage of the taxpayer's federal income 
t a x  i s  shown in Table 7.  
Finally, the effect of this proposed modification on the over- 
a1 1 progressivity of the s ta te  income t a x  can be summarized by expressing 
the comparable tax burdens as percentages of adjusted gross and broad 
C'see the following section for a detailed analysis of the ef- 
fect of adding a split-income provision t o  the present state tax .  
income f o r  each o f  t he  major income categor ies  as shown below: 







Tax @ 16.24% 





Tax @ 16.24% 
o f  Fed. Tax 
Under $ 5,000 
$ 5,000 t o  $10,000 
$10,000 t o  $15,000 
$15,000 t o  $25,000 
$25,000 and over 
To ta l  
On the  adjusted gross income bas is  t h e  n e t  e f f e c t  of "piggy-
backing" t h e  s t a t e  tax  on the  federal t a x  would be t o  make the  r e l a t i v e  
t a x  burden f o r  taxpayers i n  the  h ighest  income stratum approximately 
f i v e  t imes ins tead  o f  f o u r  t imes g rea te r  than t h a t  on those i n  the  low- 
e s t  stratum. O r  i n  terms o f  t he  CTPS p r o g r e s s i v i t y  measure the  index 
would be reduced from .23 f o r  the  present  s t a t e  t a x  t o  about .19 f o r  one 
based on the  federa l  tax. O f  course, t h i s  change i n  the d i s t r i b u t i o n a l  
impact of t h e  tax  should be considered aga ins t  t he  advantage o f  simp1 i-
f i e d  r e p o r t i n g  and the  disadvantage o f  having s t a t e  t a x  revenues s t a t u -  
t o r i  l y  t i e d  t o  federa l  t a x  p o l i c y  developments. 
i 
4. SPLIT-INCOME PROVISION FOR MARRIED TAXPAYERS 
Under the  federa l  income t a x  code the  tax  f o r  marr ied taxpayers 
who f i l e  j o i n t  re tu rns  i s  approximately equ iva lent  t o  a t a x  obtained by 
app ly ing  the  r a t e  s t r u c t u r e  f o r  s i n g l e  taxpayers t o  one-hal f  o f  the  mar- 
r i e d  couple 's  combined n e t  taxab le  income which amount i s  then doubled. 
The ne t  e f f e c t  o f  t h i s  method o f  computation reduces the  marginal r a t e s  
which otherwise would be app l i ed  t o  t h e i r  n e t  taxab le  income. Since the  
Colorado t a x  code does n o t  p rov ide  f o r  the  sp l  i t t i n g  o f  income, a marr ied  
couple w i t h  income a t t r i b u t a b l e  t o  both spouses genera l l y  w i l l  be subjected 
t o  a h igher  tax  i f  they f i l e  a j o i n t  r e t u r n  i ns tead  o f  separate re turns .  
7/ As noted i n  the  o r i g i n a l  Colorado Tax P r o f i l e  Study,- because o f  t h i s  
d i f f e rence  between the  fede ra l  and s t a t e  tax  codes more than 31 percent  
o f  the s t a t e  income t a x  re tu rns  f i l e d  i n  1972 were "married-separate" 
returns,  whereas on t h e  federa l  l e v e l  o n l y  about 3 percent  were of t h i s  
tY Pe 
The f o l l  owing ana lys i s  descr ibes the  revenue and d i s t r i b u t i o n a l  
e f fec ts  o f  a sp l i t - income p rov i s ion  i f  i t  were app l i ed  t o  the present  Colo- 
rado i n d i v i d u a l  income tax. The d e t a i l e d  r e s u l t s  a re  presented i n  Tables 
8 through 12. 
e f f e c t  i n  f i s c a l  year  1972 and i f  
re tu rns  had taken advantage o f  t h  
tax  l i a b i l i t y  f o r  t h a t  year  would 
m i l  l i o n  -- a reduc t ion  o f  $16 m i l  
7 1 
a)  Revenue Ef fec ts  -- I f  a sp l i t - income p r o v i s i o n  had been i n  
a1 1 taxpayers who f i l e d  "married-separate" 
i s  p r o v i s i o n  by f i l i n g  j o i n t  re turns ,  the  
have been $138 m i l  l i o n  i ns tead  o f  $154 
l i o n  t h a t  would be a t t r i b u t a b l e  t o  t h i s  
.i-(~ee Col orado Tax P r o f i  1 e Study, Col orado Legi s l  a t i  ve Counci 1 , 
Research Pub1 i c a t i o n  No. 202, (Denver, Colorado), October 1973, p. 15. 
one r e v i s i o n .  On the  bas is  o f  t he  present  Colorado income t a x  s t r u c t u r e  
and a d j u s t i n g  t h e  data f o r  popu la t ion  and income growth i t  i s  est imated 
t h a t  the p ro jec ted  t a x  l i a b i l i t y  on t h e  1974 t a x  re tu rns  t o  be f i l e d  i n  
1975 w i l l  be approximately $265 m i l l i o n ,  I f  a s p l i  t-income p r o v i s i o n  
were enacted and i n  e f f e c t  i n  f i s c a l  year  1975 i t  i s  est imated t h a t  t he  
tax  1 i a b i l i  ty  would be $240 m i l  l i o n  -- a t a x  reduc t ion  o f  $25 m i l l i o n ,  
o r  a n e t  l o s s  i n  s t a t e  income t a x  revenues o f  about 9 percent.  
b) Tax Burden E f fec ts  -- It i s  apparent t h a t  a sp l i t - income 
p rov i s ion  would o n l y  b e n e f i t  mar r ied  taxpayers who p resen t l y  f i l e  j o i n t  
o r  marr ied-separate re turns .  A1 though such taxpayers represented almost 
62 percent  o f  a l l  households, they are  concentrated i n  the  middle and 
upper-income categor ies.  For example, mar r ied  taxpayers represented o n l y  
about 30 percent  o f  t h e  households i n  t h e  lowest  income stratum, b u t  more 
than 90 percent  o f  a l l  taxpayers w i t h  incomes o f  $10,000 o r  more. On t h e  
bas is  o f  the  t a x  re tu rns  f i l e d  I n  f i s c a l  year  1972, t h e  g rea tes t  absolute 
and r e l a t i v e  b e n e f i t s  f rom t h e  enactment o f  a spl i t - income p r o v i s i o n  on 
the s t a t e  l e v e l  would accrue t o  marr ied  taxpayers i n  t h e  upper-middle 
income class. 
The f o l  lowing t a b u l a t i  on compares the  percentage d l  s t r i  bu t ions  
o f  income, t a x  l i a b i l i t y  and t a x  reduc t ion  f o r  marr ied taxpayers c l a s s i f i e d  
by the  f i v e  major  income ca tegor ies  used i n  t h e  o r i g i n a l  CTPS study: 
Percent Di s trlb u t i  on o f  Mar r ied  Taxpayers 
Adjusted Gross Number o f  Adj. Gross Present  Tax 
Income C l  asses Households Income Normal Tax Reduction 
Under $ 5,000 
$ 5,000 t o  $10,000 
$10,000 t o  $15,000 
$15,000 t o  $25,000 
$25,000 and over 
T o t a l s  
It w i  11 be noted t h a t  mar r i ed  taxpayers i n  t h e  $15,000 t o  $25,000 
income stratum, represent ing  l e s s  than 19 percent  o f  a l l  mar r ied  households 
and accounting f o r  about 30 percent  of the income and present  t a x  l i a b i l i t y ,  
would rece i ve  40 percent  o f  the  t a x  saving. I n  con t ras t ,  mar r ied  taxpayers 
w i t h  incomes o f  l e s s  than $10,000 and account ing f o r  about 48 percent  of  
t h e  households and 11 percent  o f  t h e  t a x  would rece i ve  l e s s  than 8 percent  
o f  t he  t o t a l  t a x  reduc t ion .  A lso  i n  terms o f  average t a x  reduct ions,  t he  
marr ied taxpayers i n  t h e  $15,000 t o  $25,000 income c lass  would rece i ve  the  
l a r g e s t  percentage t a x  c u t  (more than 15 percent ) ,  whereas those w i t h  i n -  
comes of l ess  than $5,000 would rece i ve  t h e  sma l l es t  ( l ess  than 2 percent) .  
O f  course, t h e  s p l i t t i n g  o f  income prov ides  ve ry  l i t t l e  b e n e f i t  t o  taxpay- 
e r s  i n  t h i s  l a t t e r  group s ince i n  most ins tances  t h e i r  t a x  1 i a b i l i  ty i s  
computed on a n e t  t axab le  income which i s  so low t h a t  i t  p r e s e n t l y  i s  
taxed a t  t he  minimum bracket  ra te .  
The reg ress i ve  na ture  o f  a sp l i t - i ncome p r o v i s i o n  a lso  i s  r e -  
vealed by the  f o l l o w i n g  t a b u l a t i o n  which shows t h e  t a x  burdens expressed 
as percentages o f  ad jus ted  gross income before  and a f t e r  t he  " s p l i t t i n g  
o f  income" f o r  each o f  t h e  major  income ca tegor ies  ( i n c l u d i n g  s i n g l e  as 
we1 1  as marr ied taxpayer re tu rns )  : 
Re la t i ve  Tax Burdens 
on Adj. Gross Income 
Before A f t e r  
Adjusted Gross Spl it- S p l i t -
Income Classes Income Income 
Under $ 5,000 

$ 5,000 t o  $10,000 

$10,000 t o  $15,000 

$15,000 t o  $25,000 

$25,000 and over 

Tota l  
On t h i s  basis,  the  sp l i t - income p r o v i s i o n  has p r a c t i c a l l y  no 
e f f e c t  on t h e  r e l a t i v e  burden borne by the  lowest  income stratum, where-
as f o r  t h e  two h ighest  income categor ies  the  burden would be reduced by 
about 15 and 10 percent, respec t i ve l y .  I n  terms o f  t he  CTPS progress i -  
v i t y  measure the  index would increase from .23 t o  .26. Thus, a  s p l i t -  
income p r o v i s i o n  w i l l  make the  Colorado income tax  s t r u c t u r e  s l i g h t l y  
l ess  progressive. O f  course, t h i s  change i n  t h e  p r o g r e s s i v i t y  o f  t he  
s t a t e  income tax  may be considered a t r a d e - o f f  against  t he  advantage o f  
having t h e  Colorado t a x  conform more c l o s e l y  t o  the federa l  code and 
thereby s i m p l i f y  tax  r e p o r t i n g  and compliance f o r  about one - th i rd  of t he  
r e s i d e n t  taxpayers who c u r r e n t l y  f i 1  e  " j o i n t "  federa l  re tu rns  b u t  "married- 
separate" Colorado r e  turns.  
TABLE 1. REVISED CTPS HOUSEHOLD DATA FOR COLORADO SALES TAX 
AND CREDIT ANALYSIS, FISCAL YEAR 1972 
State Sales 
Adjusted Gross Number o f  Revised Adj. Revised Adj. Tax With 
Income Classes ~ o u s e h o l d s d  Gross Income Broad Income No Cred i t s  
A. DOLLAR AMOUNTS IN THOUSANDS 
Under $ 5,000 285,104 $ 601,222 $ 995,624 $ 18,395 
$1 5,000 t o  $25,000 99,583 1,847,147 1,942,275 25,760 
$25,000 and over 28,751 1,232,076 1,395,449 12,853 
Tota l  797,665 $7,348,933 $8,285,250 $1 18,760 
B. PERCENTAGE DISTRIBUTION 
Under $ 5,000 35.8 8.2 12.0 15.5 
$ 5,000 t o  $10,000 27.8 22.8 22.3 24.8 
$10,000 t o  $15,000 20.3 27.1 25.4 27.2 
$15,000 t o  $25,000 12.5 25.1 23.5 21.7 
$25,000 and over 3.6 16.8 16.8 10.8 
Tota l  100.0 100.0 100.0 100.0 
! d ~ u l  res idents .  excluded.l -year  and par t -year  Non-residents 
Y I n c l u d e s  74,307 households which f i l e d  food t a x  c r e d i t  refunds o f  $935,622, 
bu t  d i d  n o t  f i l e  s t a t e  income tax  returns.  Omits 85,165 r e t u r n s  w i t h  one 
exemption and no food t a x  c r e d i t  w i t h  adjusted gross income o f  l ess  than 
$3,000. 
1 
TABLE 2. VALUES OF ALTERNATIVE TAX CREDITS AND FOOD EXEMPTION 

FOR THE COLORADO SALES TAX, FISCAL YEAR 1972 
Present 
Adjusted Gross $7 Food $14 Food Food $21 Food 
Income C l  asses Tax Cred i t  Tax Cred i t  ~ x e r n p t d  Tax Cred i t  
A. TOTAL DOLLAR AMOUNTS I N  THOUSANDS 
Under $ 5,000 $ 3,441 $ 6,882 $ 6,168 $1 0,323 
$ 5,000 t o  $10,000 4,023 8,046 8,686 12,069 
$10,000 t o  $15,000' 3,871 7,742, 8,678 11,613 
$15,000 t o  $25,000 2,500 5,000 6,761 7,500 
$25,000 and over 703 1,406 3,068 2,109 
Total  $1 4,538 $29,076 $33,361 $43,614 
B. AVERAGE DOLLAR AMOUNTS 
Under $ 5,000 $1 2 $24 $22 $36 
$ 5,000 t o  $10,000 18 36 39 54 
$10,000 t o  $15,000 2 4 48 5 3 72 
$1 5,000 t o  $25,000 25 50 68 7 5 
$25,000 and over -24 -49 -107 -73 
Total  $1 8 $36 $42 $55 
/on ly  app l ies  t o  food consumed a t  home, i.e., food consumed off-premises. 
TABLE 3. SALES TAX LIABILITY WITH ALTERNATIVE TAX CREDITS AND FOOD EXEMPTION 
FOR THE COLORADO SALES TAX, FISCAL YEAR 1972 
No Food Present 
Adjusted Gross Tax $7 Food $14 Food Food a! $21 Food 
Income Classes C r e d i t  Tax C r e d i t  Tax C r e d i t  Exempt- Tax C r e d i t  
A. TOTAL DOLLAR AMOUNTS IN THOUSANDS 
Under $5,000 $18,395 $14,954 $1 1,513 $12,227 $ 8,072 
$5 ,000 to$10 ,000  29,494 25,471 21,448 20,808 17,425 
$10,000 t o  $15,000 32,258 28,387 24,516 23,580 20,645 
$15,000 t o  $25,000 25,760 23,260 20,760 18,999 18,260 
$25,000 and over  12,853 12,150 11,447 9,785 10,744 
Tota l  $1 18,760 $104,222 $89,684 $85,399 $75,146 
B. AVERAGE DOLLAR AMOUNTS 
Under $ 5,000 $ 65 $ 52 $ 40 $ 43 $ 28 
$ 5,000 t o  $10,000 133 115 97 9 4 79 
$10,000 t o  $15,000 199 175 151 145 127 
$1 5,000 t o  $25,000 259 2 34 2 08 191 183 
$25,000 and over -447 -423 -398 -340 -374 
Tota l  $1 49 $1 31 $1 12 $1 07 $ 94 
I g10nly app l i es  t o  food consumed a t  home, i.e. , food consumed o f f -p remi  ses. 
i 
TABLE 4. SALES TAX BURDENS FOR THE COLORADO SALES TAX 

UNDER ALTERNATIVE FOOD TAX CREDITS AND FOOD 

EXEMPTION PROGRAMS, FISCAL YEAR 1972 

Adjusted Gross No Food $7 Food $14 Food Food $21 Food 
Income Classes Tax Cred i t  Tax C r e d i t  Tax Cred i t  ~ x e m p t d  Tax C r e d i t  
A. EXPRESSED AS PERCENT OF ADJUSTED GROSS INCOME 
Under $ 5,000 3.06 2.49 1.91 2.03 1.34 
$ 5,000 t o  $10,000 1.76 1.52 1.28 1.24 1.04 
$10,000 t o  $15,000 1.62 1.42 1.23 1.18 1.03 
$1 5,000 t o  $25,000 1.39 1.26 1.12 1.03 0.99 
$25,000 and over -1.04 -0.99 -0.93 -0.79 -0.87 
Tota l  1.62 1.42 1.22 1.16 1.02 
B. EXPRESSED AS PERCENT OF ADJUSTED BROAD INCOME 
Under $ 5,000 1.85 1.47 1 .16 1.23 0.81 
$ 5,000 t o  $10,000 1.60 1.38 1.16 1.13 0.94 
$10,000 t o  $15,000 1.53 1.35 1.16 1.12 0.98 
$15,000 t o  $25,000 1.33 1.20 1.07 0.98 0.94 
$25,000 and over -0.92 0.87 -0.82 -0.70 -0.77 
To ta l  1.43 1.26 1.08 1.03 0.91 
d 0 n l y  appl i e s  t o  food consumed a t  home, ie .  , food consumed off-premises. 
TABLE 5. IMPACT OF RAISING THE VALUES OF EXEMPTIONS TO $i,ooo PER E X E M P T I O ~  
AND $1 ,250 FOR HEAD OF HOUSEHOLD EXEMPTIONS , COLORADO INDIVIDUAL INCOME TAX, 




Under $ 5,000 
$ 5,000 t o  $10,000 
$10,000 t o  $15,000 
$15,000 t o  $25,000 
$25,000 and over 
Total 
Under $ 5,000 
$ 5,000 t o  $10,000 
$10,000 t o  $15,000 
$15,000 t o  $25,000 
$25,000 and over 
To t a  1 















Revised Adj. Revised Adj. Before Raising 
Gross Income Broad Income Exempti ons 
A. TOTAL DOLLAR AMOUNTS I N  THOUSANDS 
$ 717,157 $1,187,612 

































A f t e r  Raising Reduction i n  
Exempti ons Normal Tax 












blindness and retarded chi ldren.  a / ~ p p l i e d  t o  a l l  normal exemptions 
k'lncl udes a1 1 f u l l  -year, part -year 
as wel l  as ex t ra  exemptions claimed f o r  age, 
and non-residents. 
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TABLE 7. CHANGE IN TAX BURDEN BY INCOME C L A S S E S , ~ ~COLORADO 

INDIVIDUAL INCOME TAX COMPUTED AS A FIXED PERCENTAGE 

OF FEDERAL INCOME TAX, FISCAL YEAR 1972 

Revised Present S ta te  Tax Change 
CTPS S ta te  @ 16.24% i n  
Adjusted Gross Federal I n  come o f  Federal State 
Income Classes Tax Tax Tax Tax 
A. TOTAL DOLLAR AMOUNTS I N  THOUSANDS 
Under $ 5,000 $ 33,506 $ 5,837 $ 5,442 $- 395 
$ 5,000 t o  $10,000 154,893 24,000 25,156 1,156 
$10,000 t o  $15,00C 214,298 36,115 34,804 -1,311 
$15,000 t o  $25,000 249,159 44,855 40,465 -4,390 
$25,000 and over  296,698 43,246 48,186 4,940 
Tota l  $948,554 $1 54,053 $1 54,053 --
B. PERCENT D ISTRIBUTION 
Under $ 5,000 3.5 3.8 3.5 - - 
$ 5,000 t o  $10,000 16.3 15.6 16.3 --
$10,000 t o  $15,000 22.6 23.4 22.6 --
$15,000 t o  $25,000 26.3 29.1 26.3 --
$25,000 and over 31.3 28.1 31.3 -- - 
Total  100.0 100.0 100.0 - - 
C11ncl udes f u l l - y e a r ,  par t -year  and non-resi dents. 
TABLE 8. TOTAL IMPACT OF THE SPLIT-INCOME PROVISION ON COLORADO INDIVIDUAL INCOME TAX, 
FISCAL YEAR 1972 (DOLLAR AMOUNTSIN THOUSANDS) 
Adjusted Gross Income Classes 
Under $5,00Oto $10,00Oto $15,00Oto $25,000 
$5,000 $1 0,000 $1 5,000 $25,000 and Over Total 
Number of ~ouseholds&/ 
Single returns 
J o i n t  and M/S re tu rnsb l  
All r e tu rns  
Adjusted Gross Income 
Single  r e t u r n s  
J o i n t  and M/S r e t u r n s  
All r e t u r n s  
Normal Tax Before S p l i t -  
Income Provision 
Sing1e r e t u r n s  
J o i n t  and MIS r e t u r n s  
All r e tu rns  
Normal Tax After S p l i t -
Income Provision 
Si ngl e r e t u r n s  
J o i n t  and M/S r e t u r n s  
All r e t u r n s  
Do1 l a r  Reduction 
d / ~ n c ludes f u l l  -year,  part-year and non-residents. 
b / ~ n c l u d e s  j o i n t  r e tu rns  and married-separate re tu rns  on a merged bas is .  
TABLE 9. PERCENT DISTRIBUTION B Y  INCOME CLASSES OF THE SPLIT-INCOME PROVISION 
O N  COLORADO INDIVIDUAL INCOME TAX, FISCAL YEAR 1972 
Adjusted Gross Income Classes 
Under $5.000 t o  $1 0.000 t o  $1 5,000 t o  $25,000 
$5,000 T $ i ~ , O ~ ~  ' $i5,000 $25,000 and over Total 
Number of Householdsa/ 
Single re turns  68.1 24.2 
Jo in t  and M/S r e t u r n s y  19.3 -28.6 
A1 1 re turns  38.0 26.9 19.6 12.0 3.5 100.0 
Adjusted Gorss Income 
Si ngl e re turns  33.0 39.3 14.5 6.8 6.4 100.0 
J o i n t  and MIS re turns  -4.2 -18.6 -29.5 28.8 -18.9 100.0 
All re turns  9.6 22.5 26.7 24.7 16.5 100.0 
Normal Tax Before Spl i t -  
Income Provision 
Single  re turns  
Jo in t  and MIS re turns  
All re turns  
Normal Tax After Spl i t -  
Income Provision 
Si ngl e re turns  
Jo in t  and MIS re turns  
All re turns  4.2 16.5 23.3 27.8 28.2 100.0 




d ~ n c l u d e s  f u l l  -year, part-year and non-residents. 
V1ncl  udes j o i n t  and married-separate re turns  on a merged basis .  
TABLE 10. PERCENT DISTRIBUTION BY TYPE OF RETURN OF THE SPLIT-INCOME PROVISION 

ON COLORADO INDIVIDUAL INCOME TAX, FISCAL YEAR 1972 
Adjusted Gross Income Classes 
Under $5,000 t o  $10,000 t o  $1 5,000 t o  $25,000 
$5,000 $1 0,000 $1 5,000 $25,000 and Over To t a  1 
Number of ~ousehol  dsa/ 
Sing1 e re turns  68.7 34.4 10.7 5.2 7.0 38.4 
J o i n t  and M/S re turn& 31.3 65.6 89.3 94.8 93.0 61.6 
All re turns  100.0 100.0 100.0 100.0 10C.O 100.0 
Adjusted Gross Income 
Single re turns  64.3 32.7 10.2 5.1 7.3 18.7 
Jo in t  and MIS returns 35.7 67.3 89.8 94.9 92.7 81.3 
All re turns  100.0 100.0 100.0 100.0 100.0 100.0 
Normal Tax Before Spl i t-
I m m e  Provision 
Sing1 e re turns  g1.6 45.5 14.2 6.7 7.4 17.5 
Jo in t  and MIS re turqs  18.4 54.5 85.8 93.7 92.6 82.5 
All re turns  100.0 100.0 100.0 100.0 100.0 1 00.0 
Normal Tax After Spl i t-
Income Provision 
Single  re tu rns  81.9 47.9 16.0 7.8 8.2 19.6 
J o i n t  and MIS re turns  18.1 52.1 84.0 92.2 91.8 80.4 
All re tu rns  100.0 100.0 100.0 100.0 100.0 100.0 
a / ~ n c ludes f u l l  -year, part-year and non-residents. 
-b/~nc ludes  j o i n t  and carried-separate re turns  on a merged basis .  
TABLE 11. AVERAGE IMPACT OF THE SPLIT-INCOME PROVISION ON COLORADO 
INDIVIDUAL INCOME TAX, FISCAL YEAR 1972 
Under 
$5,000 
Adjusted Gross Income Classes 
$5,000 t o  $10,000 t o  $1 5,000 t o  
' $i0 ,000 $i5,000 $25,000 
$25,000 
and Over Tctal  
Adjusted Gross 1ncom&l 
S ing le  re tu rns  
J o i n t  and M I S  re turn& 
A l l  r e tu rns  
Normal, Tax Before Spl it-
Income Prov is ion 
S ing le  re tu rns  
J o i n t  and M I S  re tu rns  
A l l  r e tu rns  
Normal Tax A f te r  Spl it-
Income Prov is ion 
Singl  e re turns 
J o i n t  a ~ d  M I S  re tu rns  
A l l  r e tu rns  
~ v e r a g e  Reduction 
Singl e re tu rns  
J o i n t  and M I S  re tu rns  
A1 1 re tu rns  
Percent Reduction 
Singl  e re tu rns  
Join: and M I S  re tu rns  
A l l  r e tu rns  
d ~ n c l u d e s  fu l l - year ,  part-year and non-residents. 
b / ~ n c ludes j o i n t  and married-separate re turns on a inerged basis. 
TABLE 12. IMPACT OF THE SPLIT-INCOME PROVISION ON TAX BURDENS EXPRESSED 

AS PERCENTAGES OF ADJUSTED GROSS INCOME. COg9RADO INDIVIDUAL 

INCOME TAX, FISCAL YEAR 1972- 

Adjusted Gross Income Classes 
Under $5,000 t o  '$1 0,'OCiO' t o  $1b ,000 t o  
$5,000 $10,000 $15,000 $25,000 
$25,000 
and Over Tota l  
S ing le  Returns 
Before spl  it-income 1.03 1.99 2.52 3.16 3.53 1.93 
A f t e r  sp l  it-income 1.03 1.99 2.52 3.16 3.53 1.93 
J o i n t  and M I S  Returns!L/ 
Before s p l  it-income 0.42 1.16 1.73 2.38 3.49 2.09 
A f t e r  sp l  it-income 0.41 1.05 1.50 2.01 3.10 1.82 
A l l  Returns 
Before spl  it-income 0.81 1 .43 1.81 2.42 3.49 2.06 
A f t e r  sp l  it-income 0.81 1.35 1,60 2.07 3.13 1.84 
' I n c l u d e s  fu l l -year ,  par t -year  and non-residents. 

L'Includes j o i n t  and married-separate re tu rns  on a merged basis. 

